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THE HANKOW-SZECHUAN EAILWAY LOAN. 

The Hankow-Szechuan loan controversy, which has just been 
closed by the final ratification of the loan agreement, is typical of 
the numerous loan questions in China. In order to understand the 
meaning of the different phases of this controversy, two points must 
be borne in mind — that a foreign railway loan in China is entirely 
different from what it would be in the United States, and that the 
creditors in advancing their capital to China are induced by other 
than purely commercial motives. In the United States a railway 
loan is understood to be a commercial transaction between two parties, 
either private or public ; in China it is regarded as a " treaty " be- 
tAveen the Chinese Government and many other governments. No 
matter how a loan is made and who makes it, it invariably becomes 
mixed up with politics in the end. Loans are concluded only after 
much tedious diplomatic negotiations. Promises and " undertak- 
ings," which might have been made years before under exceptional 
circumstances, often play a more important part in determining the 
terms of the loan than the merits or demerits of the loan itself. 

To show that the creditor Powers have ulterior motives in pro- 
viding capital themselves or in urging their capitalists to do so, it 
is only necessary to observe the more minute provisions of the loan 
contracts, and the jealousies of the foreign governments in making 
these loans. In nearly every contract there are provisions for special 
privileges and advantages in addition to those appertaining to the 
loan proper. In practically no case has a loan been concluded lately, 
no matter how trifling the character, without involving an interna- 
tional scramble; and loans which hardly deserve the dignity of 
diplomacy have often been the cause of serious dispute. Publicists 
on both sides of the Pacific have repeatedly remarked the close con- 
nection of Chinese railways with national and international politics. 

Keeping this in mind, we can appreciate why a loan of only 
$30,000,000 could involve so much bitter antagonism between, and 
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such prolonged diplomatic negotiations by, the seven leading Powers 
of the world. 

The difficulty over the Hankow-Szechuan railroad loan involved 
both this road and the Canton-Hankow line. The Hankow-Szechuan 
railway, like the Canton-Hankow line, is of national importance, and 
it forms the west arm of the " great railroad cross " which traverses 
the whole length and breadth of the empire, with Hankow, the 
Chicago of Asia, as the centre. This line will connect Chengtu, the 
capital of Szechuan (one of the most populous and rich provinces), 
with Hankow, and thence by the other three arms of the system, with 
Peking and Tientsin in the north, Canton in the south, and Nanking 
and Shanghai in the east. It is one of the few trunk lines which 
the Chinese think should be built immediately, as an essential con- 
dition to the future prosperity of the most prosperous, progressive 
and enlightened portion of China. 

Moreover, the importance of this line has been long recognized by 
other Powers. Seven years ago, on October 1, 1903, Sir Ernest 
Satow, British Minister in Peking, concluded, after long negotia- 
tions, coupled with a naval demonstration in the Gulf of Pechili, an 
agreement with Prince Ching, President of the Board of Foreign 
Affairs, which provided : 

If China desires to construct a Hankow-Szechuan line, and her capital 
is insufficient, she will obtain all necessary foreign capital from Great 
Britain or the United States. 

This was in furtherance of the British determination, expressed 
four years before, to connect India with China, via Burma, Yunnan 
and the head-waters of the Yangtse River. 

The Canton-Hankow railway, for the building of which the loan 
in question also provides, is the south arm of the great cross. It will 
be remembered that the original concession for this line 
was granted to an American company in 1898, to counter- 
balance the concession of the Peking-Hankow line to a 
Belgian corporation. The American company, while backed by 
several prominent American politicians, was in cooperation with 
British capital. Subsequently the British interests evaporated, and 
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the American rights, contrary to the agreement, passed largely into 
Belgian hands. The Chinese Government protested against this 
breach of contract, and the people of Canton made strenuous demon- 
strations against the chicanery. Finally, China repurchased the con- 
cession at a very heavy pecuniary sacrifice. To do this £1,100,000 
was borrowed from the Hongkong Government, and in return for 
the accommodation, Chang Chih-tung, then Viceroy of the Liang 
Hu Provinces, promised that British capital and material would have 
preference whenever China decided to construct the lines. Thus by 
dexterity of diplomacy Great Britain secured a preferential right 
to supply both money and material for the construction of these two 
important trunk lines. 

After several failures at home, China decided to use foreign capital 
in the construction of the Hankow-Szechuan road, and according to 
agreement applied, with the tacit approval of the British Legation, 
first to the English Hongkong and Shanghai Bank, which, in co- 
operation with some French, were to supply the loan. The security 
given was the opium revenue of the Provinces of Hunan, Hupeh 
and Kwangtung. Naturally, other financiers wished to share, and 
the Germans by special effort secured conference in Europe looking 
towards a triangular agreement. Such an agreement was reached 
in Paris on March 1, 1909. However, on April 2, the American 
Banking Company, addressing the British group, also formally pro- 
posed American cooperation in the loan. Moreover, this proposal, 
as observed by a Times correspondent, was made " in terms which 
clearly suggested that such proposal was agreeable to the policy of 
the United States Government." The only response that this pro- 
posal received was a " curt reply of about two lines * * * inti- 
mating that it can not be entertained." 

This act of the British financiers was not only resented by the 
Americans, but was criticised by the English press as a grave 
blunder. They were accused not only of keeping their own govern- 
ment in ignorance of the situation, but of creating suspicion between 
the United States and Great Britain. 

The Germans, not satisfied with their success in getting a share of 
the loan, were also determined to obtain some special privileges over 
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the Canton-Hankow line. Immediately after the agreement had 
been reached in Paris, they made a separate preliminary agreement 
with Grand Councillor Chang Chih-tung, for this same loaD, on terms 
more favorable to China. The British were at once violently indig- 
nant, and an international turmoil followed. The British Legation 
in Peking at once took up the matter with the Grand Councillor 
accusing him of breaking his former agreement. But the Grand 
Councillor maintained that since the British interests had not seen 
fit to offer terms similar to those of the Germans, their preferential 
rights had lapsed by default. Great Britain was not satisfied with 
this explanation, and strongly protested against China's action on 
the ground that it was to the British Government and not to the 
British syndicate that the pledge was made, and that the British 
Minister should have had notice sufficient to have enabled other 
British capitalists to have come forward. 

The worsted financiers were more practical, and entered into nego- 
tiations with the Germans in Berlin, in an effort to effect some com- 
promise. As a result of the meetings the three groups again con- 
cluded, on May 15, 1909, an agreement regarding the loan. Accord- 
ing to the new terms the Germans secured the right to construct a 
railroad from Hankow to the border of Szechuan Province, about 
800 kilometers, with a German engineer in charge. In return for 
this concession the Germans withdrew their claim over the Canton- 
Hankow line, which was to be constructed by an Anglo-French group 
with an English chief engineer. Having reached this understanding 
among themselves, the triangular groups again resumed negotiations 
with the Grand Councillor. As usual, the transaction was pro- 
tracted. A preliminary agreement was finally signed on June 6, 
1909, which was to be shortly confirmed by Imperial Edict. 

According to this agreement, the contracting parties were Grand 
Councillor Chang Chih-tung, on behalf of the Chinese Government, 
and the representatives of the English, French and German banks, 
which latter were to share equally in a loan of £5,500,000. It was 
further provided that (1) £500,000 should be devoted to the re- 
demption of the bonds sold to the Belgians by the original American 
concessionaires of the Canton-Hankow railway; that £2,500,000 
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should be spent on the construction of the Hupeh-Hunan section of 
the Canton-Hankow line, and that the remaining £2,500,000 should 
be devoted to the construction of the Hankow-Szechuan road; (2) 
the price to China was to be 95 with interest at 5 per cent.; (3) 
the period of the loan was to be ten years from the date of signa- 
ture; (4) wooden materials were to be Chinese, while iron and 
steel works were to be bought equally from China and Europe, in 
case the Chinese product was of a quality equal to that of the 
European; (5) the original agreement concerning chief engineers 
was to hold; and finally (6) special auditors and comptrollers were 
to take charge of the finance. 

At this point, when everything was going in favor of the European 
syndicates, and when, as it were, the spoon was touching the lips, 
certain American interests proposed to participate in the loan, and 
that proposal had the support of the Washington Government. The 
amount of the loan was trivial, but, as said the North China Herald, 
" if the immediate interest was small, the occasion was rich in 
possibilities." 

Accordingly, on June 10, 1909, four days after the signing of the 
preliminary agreement between China and the European bankers, 
Mr. Fletcher, the American Charge d' Affaires in Peking, lodged 
with the Grand Councillor a protest against the ratification of the 
agreement of June 6th, on the ground that China was bound by the 
undertaking of August, 1903, to apply in the first instance for 
American capital for the Szechuan railway. He also claimed that 
the position of the United States had been intimated to the Chinese 
Foreign Board before the conclusion of the negotiations with the 
European bankers. And at the same time Mr. Reid, American Am- 
bassador in London, also made formal representations to the British 
Foreign Office, of his Government's desire to participate in the loan. 
An official statement from Washington also directed attention to the 
fact that the agreement entered into on October 2, 1905, between 
the English and French groups made provision for American 
participation. 

China found it difficult to disregard the American protest, espe- 
cially since the American Legation had warned the Foreign Board 



658 THE AMKEICAN JOURNAL OF INTERNATIONAL LAW 

of the obligation existing under the agreement between Prince Ching 
and Sir Ernest Satow, made October 1, 1903. On the other hand, 
the Americans and English were themselves responsible for the em- 
barrassing situation. In spite of their knowledge of the aforesaid 
obligations, these governments did not communicate in the earlier 
stages of the negotiations, nor had America definitely informed 
China of her desire to participate in the loan. The United States 
showed no determined eagerness to participate in the loan, so far 
as it did not affect her formerly secured rights. Except for occa- 
sional and indefinite utterances, she had remained quiet, if not 
indifferent toward the matter, until she learned that the operations 
were to include the Hankow-Szechuan railroad. Then she saw a 
reasonable locus standi for intervention, and lost no time in main- 
taining her position. It was only in regard to this line that the 
Chinese had made any engagements to the United States, and it was 
only when these engagements were jeopardized that the United States 
was in the best position to take action. 

Meanwhile an effort was made by the European groups to persuade 
the United States Government to allow the negotiations to take their 
course, the American bankers to participate after the loan had been 
ratified. Eor a while it was reported in the financial circles of 
London that " hidden agreements " had been made so that the Ameri- 
can bankers would not be openly connected with the operation. But 
to all such proposals the State Department returned a steady and 
determined negative. It insisted not merely upon a certain share 
in the loan, but upon the proper recognition to a right to such share. 
Mi*f Knox made it clear that American interests in the Far East 
demanded that the American syndicate should be recognized by 
China as a principal in the transaction, even though serious delay 
was entailed. That the Washington Government was prepared to 
strongly maintain this position was made clear at every subsequent 
step. 

Matters now assumed a serious appearance. The American Charge 
d' Affairs continued to assert to the Foreign Board the position of 
his government. On the other hand, the European groups brought 
pressure to bear on the Grand Councillor to induce him to memorial- 
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ize the Throne in favor of the original contract, on the ground of 
America's refusal to accept the compromise offered in London. Mr. 
Fletcher immediately warned the British Minister in Peking that the 
United States would understand the continuation of the pressure on 
the Grand Councillor to mean that it was sanctioned by the British 
Government. " For the first time in many years," as said a French 
paper, " the British and American Legations at Peking looked 
askance at each other." At the same time the press in the two 
countries sided in the estrangement. An American newspaper 
called English diplomacy dark and devious, saying: 

there is one country particularly discomfited over the closer diplomatic 
and commercial relations between the United States and China; this is 
England. * * * England expected China to be exploited by British 
gold, and considers it a heavy blow to her prestige that America is to 
take part in financing a great Chinese railroad enterprise. 

Then came charges and counter-charges, the newspapers of Europe 
attempting to make military capital of the affair. And in the midst 
of the scramble the European bankers were still making persistent 
efforts to hasten the ratification. The German group in Berlin in- 
structed its representatives to use every means within their power 
to achieve the desired end. 

China realized the American attitude, and in spite of the signing 
of the preliminary agreement on June 6th, assured the American 
Legation of her postponement of the final ratification. However, 
the efforts of the bankers were successful in inducing the 
Grand Councillor Chang Chih-tung to write a dispatch to the 
Foreign Board urging that unless arrangements were speedily 
made with America he would proceed with the signing of the final 
contract in spite of protest, or relinquish the scheme altogether. 
This dispatch, coupled with the uncertainty of the matter and the 
aggressions of the Powers, called forth President Taft's telegraphic 
message to the Prince Kegent of China, in which American rights 
were emphasized in friendly but unmistakable terms. 

Upon receipt of President Taft's message, the Prince summoned 
the Foreign Board to audience. A reply was sent to President Taft, 
saying that the Foreign Board had been instructed to open negotia- 
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tions with the American Charge d' Affaires for the admission of 
American capital on equal terms with the Europeans. Negotiations 
were begun, and the admission of the Americans was definitely 
settled on August 17, 1909, by Liang Tunyen, of the Foreign Board, 
and Mr. Fletcher, the American Charge. The loan was increased 
from $27,000,000 to $30,000,000, the four groups to take a quarter 
each. In other words, China was persuaded to borrow more in order 
that the United States might be added to her list of creditors. By 
the agreement, the Americans were to have an equal opportunity to 
supply the material for both of these lines and their branches, and 
the right of appointing subordinate engineers. Participation to the 
extent of one-half in any future loans on account of the Szechuan 
road and branches, with corresponding advantages, was also promised. 

The admission of America was generally regarded as an advantage. 
So far as China is concerned she would be always glad to welcome 
Americans to a share in the foreign loans. The cordial relations 
existing between the two countries, which was greatly enhanced by 
the action of Congress in remitting a part of the Boxer indemnity, 
gives China more confidence in the United States, perhaps, than in 
any other country. By this time the English also felt American 
participation desirable as a counterpoise to German ascendency. 
Russia, as voiced in the press, also believed that " the Ameri- 
can participation coincides with the interest of Europe and is 
a substantial factor in undermining the selfish designs of individual 
Powers." 

Americans were greatly pleased over their diplomatic success, and 
the victory was hailed as another step in the consummation of the 
open-door policy, so steadfastly insisted upon by the State Depart- 
ment. 

Just as affairs were apparently settled further discord arose. 
Russia, who has not sufficient funds to exploit her own resources, 
and with her own railroads heavily mortgaged to French capitalists, 
also desired a share in the Chinese loan. Acting upon instractions 
from St. Petersburg, the Russian Minister in Peking urged a further 
increase of the loan to accommodate Russia, since her tea interests in 
Hankow and along the Yangtze River were of large importance. The 
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Russian claim to equal privileges was supported by both Germany 
and France. This was not all. Japan, with no money of her own 
to lend, was willing to borrow it from Europe to lend to her neighbor. 
So she also insisted upon a share in the loan. Whether such gen- 
erosity on the part of impecunious nations arises from the desire for 
the prestige and honor of creditors, or from the lust for " rights " 
and privileges eventually to be grabbed, it is not within our province 
to judge. 

Aside from these difficulties arising from the pretensions of Russia 
and Japan, there was still considerable haggling over the definite 
terms made necessary by the American participation. A New York 
report of October 21, 1909, said that the " negotiations appear to 
have struck another obstacle in Germany's unwillingness to yield 
enough to equalize the loss to the three European Powers involved by 
the American participation." A correspondent in Berlin also 
stated that it was not disputable that the main difficulty had con- 
sisted throughout in the reluctance of Germany to make concessions 
which simple arithmetic demanded, where three shares had to be 
redistributed among four claimants. The Germans insisted that the 
delay was due to Great Britain, who " raised belated objections to 
the manner of the distribution which had already been arranged." 
A French report also accused the English of delaying the loan for 
petty advantage. The United States deemed it impolitic to meddle 
in the affair, since her position had been made clear and her claims 
recognized by China. 

In spite of the preliminary agreement, the loan was in suspense 
for several months, and there was a general despondency over its 
successful conclusion. The quarrels, turmoil and threats, coupled 
with the ridiculous pretensions of Russia and Japan, created through 
the empire a suspicion of evil motives. Very little was needed to 
excite the turbulent provinces of Hunan and Hupeh ; and when some 
Chinese students in Japan suggested the importance of these lines 
and the consequent dangers in the matter of management and con- 
trol, the populace made emphatic protest. Mass meetings were held 
in all the larger cities to discuss the loan question; speeches were 
made by leading gentry and attended by indignant audiences who, 
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in many cases, were moved to tears over the situation. A central 
railroad association with branches was organized to take subscrip- 
tions for the construction of the two lines ; and within a short time 
$5,000,000 silver was raised, representatives were elected to pro- 
ceed to Peking to make formal protest against the loan. Telegrams 
and petitions of protest poured into the capital from all classes of 
people, and the authorities were warned against signing the contract 
without first submitting the text for the approval of the people of 
the two provinces concerned. It was even declared that should the 
Throne sanction the proposal the edict would not be recognized. 

To make matters worse, the English Consul at Hankow, the centre 
of the agitation, endeavored to interfere in the movement. Agents 
were sent to the mass meetings to keep the Consul informed of events, 
and pamphlets were published and distributed which emphasized 
the advantages of foreign loans, and charged that the Chinese would 
be unable to raise the money among themselves. 

The position of the four representatives of the provinces, who were 
sent to Peking to present tbeir case, was set forth in their telegram 
to the Grand Councillor Chang Chih-tung and to the Board of Com- 
munications and Posts as follows: (1) foreign loans had always 
proved detrimental to Chinese political interests; (2) since over 
eight-tenths of the Chinese railroads were controlled by foreign 
Powers, further alienation would prove harmful; (3)by the Imperial 
Edict of 1899, prepared by the Bureau of Control of Mines and 
Railways, Chinese were to have prior right in the construction of 
their own railways; and (4) the Provincial Railway Association 
guaranteed to raise the necessary amount of money, if privileges and 
allowance of time similar to those granted the foreign Powers were 
accorded it. The representatives were cordially received by the 
president of the Board, in whose hands, since the death of Chang 
Chih-tung, the loan question rested. The president stated that the 
patriotic spirit shown by the people was a good omen for the country, 
that the protection of Chinese enterprise should have his serious 
consideration, but that the international character of the same would 
require consultation with the Foreign Board before decision. 

Thus, in addition to the unpleasant task of negotiating with the 
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foreign Powers, the Peking authorities had to face the opposition of 
the two provinces. One party demanded an early ratification of the 
loan, while the other insisted upon its repudiation. Three of the 
four financing nations, the United States not taking part, addressed 
an identical note to the Foreign Board, demanding an explanation 
of China's hesitancy. 

It must be observed that the protest of the people was not against 
American participation. There is every indication that the people 
of these two provinces, and of all China, would prefer to use Ameri- 
can capital rather than that of other foreign countries. " The pro- 
test is," as remarked a New York paper, and to whose remark I sub- 
scribe, " not because of but in spite of American participa- 
tion. * * *" 

In this connection it may be asked, since the Chinese keenly feel 
the need of railroads, why should they so strongly oppose foreign 
loans, and why should the United States Government be so desirous 
of participating ? It is impossible to answer the first question with- 
out digressing too far from the subject. 1 Suffice it to say that the 
people are not opposed to foreign loans in principle, but are opposed 
to the nature of this particular loan and the conditions under which 
it was concluded. They wish to see railroads built, but not to see 
their building materialize the motives of certain Powers of whom 
China has just grounds of suspicion. 

In answer to the second question, the United States has realized 
from the beginning the political nature of the transaction. The 
loan of seven and a half millions of dollars is a trivial matter for an 
American syndicate. But if the immediate interest is trivial, 
the occasion is rich in possibilties, and America would ensure par- 
ticipation in future opportunities. 

Moreover, the foreign policy called for decisive action. America 
looks to China for the expansion of both market and influence, and 
cares after interests in the East more jealously than in any other 
part of the world. This is well shown by the great weight President 

i See the author's article on " Why the Chinese Oppose Foreign Railway 
Loans" in the American Political Science Review, August, 1910. 
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Taft placed upon the appointment of the Minister to Peking, it 
being reported that he was more concerned about this Legation than 
about any other diplomatic post. 

In conclusion, it may be observed that throughout the course of 
the negotiations the foreign Powers, while combining to get the best 
out of China, constantly brooded suspicion and jealousy among 
themselves. Their actions coerced an unwilling nation into sacrifices 
beyond its strength, and created an abundance of distrust. In 
marked contrast has been the good will between China and the United 
States, which has prevailed and remained genuine from the beginning 
to the end. China wishes sympathy and practical assistance in her 
regeneration ; and she appreciates this assistance when it is tendered.* 

Ching-Chun Wang. 

* This railway loan contract was signed in Peking on the 21st of May, 1911, 
the signatory parties being the Hongkong and Shanghai Bank, the Deutsch- 
Asiatische Bank, the Bauque de L'Indo-Chine the American group and H. E. 
Sheng Hsuan-huai, Minister of Communication and Post. The loan will ulti- 
mately amount to about $50,000,000 and is to be applied to 

1) The redemption of the unredeemed gold bonds, amounting to about 
$2,500,000 issued by the original American concessionaries of the Canton-Hankow 
Railway. 

(2) The construction, under a British chief engineer of a main line of 600 
miles from Wuchang, the capital of Hupeh Province, through Changsha, the capi- 
tal of Hunan, to the southern border of Hunan, where it will make connection 
with the Canton Railway now under construction. 

(3) The construction, under a German chief engineer, of a main line of 400 
miles in Hupeh Province from Ichang on the Yangtze to Kuanshui on the Peking- 
Hankow Railway. 

(4) The construction, under an American chief engineer of a main line of 200 
miles from Ichang westward to the border of Szechuan Province. 

The loan is amply guaranteed by the Chinese Government and is secured upon 
specified revenues. — C. C. W. 



